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ACCOUNTING  PRACTICES — OIL  AND  GAS 
PRODUCERS 

Solicitation  of  Comments 

AGENCY:  Securities  and  Exchange 
Commission. 

ACTION:  Request  for  comments  from 
interested  persons. 

SUMMARY:  The  Energy  Policy  and 
Conservation  Act  (Pub.  L.  94-163)  re¬ 
quires  that  the  Commission  assure  the 
development  and  observance  of  account¬ 
ing  practices  to  be  followed  by  persons 
engaged  in  the  production  of  crude  oil  or 
natural  gas  in  the  United  States.  The 
accompanying  release  contains  a  discus¬ 
sion  of  a  number  of  issues  relating  to 
the  development  of  accounting  practices 
pursuant  to  the  Act.  Although  the  Act 
pertains  directly  to  reporting  certain  fi¬ 
nancial  and  operating  data  to  the  Fed¬ 
eral  Energy  Administrator,  the  Com¬ 
mission  is  considering  revising  its  dis¬ 
closure  requirements  relating  to  these 
types  of  data  in  filings  under  the  Secu¬ 
rities  Acts.  Comments  from  interested 
parties  are  requested  to  provide  assist¬ 
ance  to  the  Commission  in  formulating 
proposed  rules  for  reporting  under  both 
the  Energy  Policy  and  Conservation  Act 
and  the  Securities  Acts. 

DATE:  Comments  on  or  before  August 
12,  1977. 

ADDRESS:  Comments  in  triplicate  to 
George  A.  Fitzsimmons,  Secretary,  Se¬ 
curities  and  Exchange  Commission, 
Washington,  D.C.  20549.  All  comments 
will  be  available  for  public  inspection. 
(File  No.  S7-708.) 

FOR  FURTHER  INFORMATION  CON¬ 
TACT: 

Richard  C.  Adkerson,  Office  of  the 
Chief  Accountant,  Securities  and  Ex¬ 
change  Commission,  500  North  Capi¬ 
tol  Street,  Washington,  D.C.  (202-755- 
1671). 

SUPPLEMENTARY  INFORMATION: 
The  Commission’s  responsibilities  under 
the  Energy  Policy  and  Conservation  Act 
(the  “Act”)1  may  be  divided  between  two 
related  areas:  (1)  Financial  reporting 
standards  applicable  to  general-purpose 
financial  statements  of  entities  involved 
in  oil  and  gas  production  and  (2)  ac¬ 
counting  practices  necessary  for  oil  and 
gas  producers  to  report  the  financial  and 
operating  data  required  by  the  Act  to 
the  Federal  Energy  Administrator.  In 
carrying  out  its  responsibilities,  the  Com¬ 
mission  is  authorized  by  the  Act  to  pre¬ 
scribe  rules  or  to  determine  to  rely  on 
accounting  practices  developed  by  the 
Financial  Accounting  Standards  Board 
(the  “FASB”) ,  if  the  Commission  is  as¬ 
sured  that  such  practices  will  be  ob- 


1 A  copy  of  sections  503  and  505  of  Title  V 
of  Pub.  L.  94-163  is  Included  as  Appendix  1 
to  this  release. 


served  to  the  same  extent  as  would  re¬ 
sult  if  the  Commission  had  prescribed 
rules  for  the  accounting  practices. 

Background 

THE  FASB’S  EXTRACTIVE  INDUSTRIES  PROJECT 

The  FASB  is  now  engaged  in  a  project 
addressing  financial  accounting  and  re¬ 
porting  in  the  extractive  industries.  In 
that  project,  the  FASB  is  considering  fi¬ 
nancial  accounting  standards  applicable 
to  oil  and  gas  producers,  including  issues 
involving  disclosure  in  financial  state¬ 
ments  of  supplemental  financial  and  op¬ 
erating  data  similar  to  those  specified  in 
the  Act.  While  the  Commission  has  ex¬ 
pressed  previously  in  Securities  Act  Re¬ 
lease  No.  5801  (42  FR  8237)  that  it  con¬ 
templates  the  FASB  will  provide  leader¬ 
ship  in  establishing  financial  accounting 
principles  and  standards  in  this  area, 
the  Act  requires  producers  to  report  data 
beyond  those  the  FASB  will  likely  require 
for  inclusion  in  financial  statements. 

The  FASB  has  published  a  discussion 
memorandum  describing  the  financial 
reporting  issues  involved  in  this  project,’ 
received  written  submissions  from  ap¬ 
proximately  140  parties  in  response  to 
the  discussion  memorandum,  and  heard 
39  oral  presentations  during  four  days 
of  public  hearings.  The  Commission’s 
staff  has  reviewed  the  submissions  to  the 
FASB  and  attended  the  public  hearings 
as  an  observer.  The  FASB  is  now  de¬ 
liberating  the  issues  involved  in  its  proj¬ 
ect,  and  an  exposure  draft  presenting  its 
tentative  conclusions  is  expected  in  the 
near  future.  This  release  is  being  issued 
to  solicit  additional  comments  to  supple¬ 
ment  the  matters  addressed  in  response 
to  the  FASB’s  discussion  memorandum. 

SEC  REPORTING  CONSIDERATIONS 

In  May,  1976,  the  Commission,  in  Se¬ 
curities  Act  Release  No.  5706  (41  FR 
21764),  required  disclosure  of  reserves 
and  operating  data  in  the  text  of  filings 
with  the  Commission.  In  connection  with 
the  development  of  accounting  practices 
pursuant  to  the  Act,  the  Commission  is 
considering  whether  the  functional  fi¬ 
nancial  and  operating  data  addressed  by 
the  Act  should  be  included  in  filings  with 
the  Commission  in  a  manner  which 
would  require  Independent  public  ac¬ 
countants  reporting  on  registrants’  fi¬ 
nancial  statements  to  be  associated  with 
the  data. 

The  Commission  recognizes  that  the 
FASB  is  considering  for  inclusion  in  its 
proposed  standard  the  disclosure  of 
functionaf  financial  data  and  informa¬ 
tion  on  oil  and  gas  reserves.  The 
Commission  will  be  cognizant  of  the 
FASB’s  conclusions  in  this  area  and  will 
attempt  to  coordinate  the  reporting  re¬ 
quirements  pursuant  to  the  Act  and  any 
revisions  proposed  to  the  disclosure  re¬ 
quirements  under  the  Securities  Acts 


*  FASB  Discussion  Memorandum :  An  Anal¬ 
ysis  of  Issues  Related  to  Financial  Account¬ 
ing  and  Reporting  in  the  Extractive  Indus¬ 
tries,  Dec.  1976.  Copies  may  be  obtained  from 
Publications  Division,  File  Reference  1015, 
Financial  Accounting  Standards  Board,  High 
Ridge  Park,  Stamford,  Connecticut  06905. 


with  the  disclosures  required  in  financial 
statements  by  the  FASB.  Reporting  pur¬ 
suant  to  the  Act  and  any  changes  to 
the  Commission’s  disclosure  rules  may 
encompass  matters  data  in  addition  to 
or  in  greater  detail  than  those  required 
by  the  FASB. 

The  FASB’s  tentative  conclusions  will 
be  announced  in  an  exposure  draft  which 
is  anticipated  to  be  published  prior  to 
the  expiration  date  for  the  submission  of 
comments  in  response  to  this  release.  The 
Commission  welcomes  comments  to  assist 
it  in  coordinating  its  disclosure  efforts 
with  the  disclosure  requirements  pro¬ 
posed  in  the  FASB’s  exposure  draft 

Requirements  of  the  Energy  Data 
Base 

In  Subsection  503(c)  of  the  Act,  the 
Commission  is  required  to  “*  *  •  as¬ 
sure  that  accounting  practices  developed 
pursuant  to  (the  Act),  to  the  greatest 
extent  practicable,  permit  the  compila¬ 
tion,  treating  domestic  and  foreign  op¬ 
erations  as  separate  categories,  of  an  en¬ 
ergy  data  base  •  * 

Accounting  Practices 

The  accounting  practices  required  to 
be  developed  by  the  Act  include  (1)  fi¬ 
nancial  accounting  standards,  i.e.,  ac¬ 
counting  principles,  practices  and  meth¬ 
ods  used  in  the  preparation  of  finan¬ 
cial  statements,  and  (2)  accounting 
practices  needed  to  compile  and  report 
the  information  to  be  included  in  the 
energy  data  base.  Accounting  practices 
for  the  energy  data  base  will  be  com¬ 
prised  of  the  definitions  and  related 
guidelines  necessary  to  assure  reliable 
and  uniform  reporting,  to  the  extent 
practicable,  of  the  specified  energy  infor¬ 
mation. 

ENERGY  DATA  BASE 

Parts  (1)  and  (2>  of  subsection  503(c) 
of  the  Act  require  that  certain  types  of 
information  be  included  in  the  energy 
data  base,  as  follows : 

1.  A  tabulation  of  costs  by  function,  In¬ 
cluding  three  charged  to  expense  as  In¬ 
curred  as  well  as  those  capitalized. 

2.  Disclosure  of  revenues  from  oil  and  gas 
production. 

3.  Disclosure  of  oil  and  gas  reserves. 

4.  Disclosure  of  operating  statistics. 

5.  A  classification  of  financial  statement 
data  by  function — which  would  Involve  re¬ 
porting  of  financial  statement  data  accord¬ 
ing  to  exploration,  discovery  and  production 
activities  to  facilitate  Interpreting  the  phys¬ 
ical  results  shown  by  reserves  and  other 
operating  statistics. 

Part  (3)  of  subsection  503(c)  of  the 
Act  provides  that  the  data  base  may  in¬ 
clude  “such  other  information,  projec¬ 
tions,  and  relationships  of  collected  data 
as  shall  be  necessary  to  facilitate  the 
compilation  of  such  data  base.”  In  all 
cases,  the  Act  requires  separation  of 
data  between  foreign  and  domestic  ac¬ 
tivities. 

Hie  Act’s  energy  data  base  concept 
can  be  traced  directly  to  an  issue  of  con¬ 
tinuing  controversy  in  financial  report¬ 
ing  in  the  extractive  industries.  The  is¬ 
sue  involves  whether  financial  statments 
prepared  by  companies  in  the  ex¬ 
tractive  industries  in  accordance  with 
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generally  accepted  accounting  principles 
should  be  supplemented  by  reserves  and 
other  statistical  data  of  an  operating  na¬ 
ture.  Proponents  of  such  disclosure  ar¬ 
gue  that  historical  co6t  financial 
presentations  without  supplemental  in¬ 
formation  cannot  adequately  reflect  the 
financial  position  and  results  of  opera¬ 
tions  of  producers  of  oil  and  gas. 

This  point  of  view  was  articulated  in 
the  disclosure  recommendations  of  “Ac¬ 
counting  Research  Study  No.  11,”  a  re¬ 
search  study  commissioned  by  the 
AICPA  and  published  in  1969.  Subse¬ 
quently,  at  the  conclusion  of  its  ex¬ 
tended  deliberations  in  1973,  the  Ac¬ 
counting  Principles  Board  Committee  on 
Extractive  industries  indicated  its  sup¬ 
port  for  these  disclosure  recommenda¬ 
tions,  and  the  PASB  is  considering  them 
in  its  current  project. 

.  The  Act,  with  certain  modifications, 
reflects  three  of  the  recommendations  of 
“ARSNo.  11”: 

Recommendation  17.  Reserves  and  operat¬ 
ing  activities  should  be  sufficiently  disclosed 
to  facilitate  evaluation  of  effort  and  result. 

Recommendation  1$.  Financial  data  should 
be  classified  by  function  to  facilitate  cor¬ 
relation  with  reserve  and  operating  statistics. 

Recommendation  19.  A  tabulation  of  ex¬ 
ploration,  acquisition,  and  development 
program  expenditures  combining  both  capital 
and  expense  Items  should  be  presented. 

Coordination  With  Other 
Federal  Agencies 

As  required  by  the  Act,  the  Commission 
has  consulted  and  will  continue  to  con¬ 
sult  with  the  Federal  Energy  Adminis¬ 
tration,  the  General  Accounting  Office, 
and  the  Federal  Power  Commission  con¬ 
cerning  the  development  of  accounting 
practices.  In  particular,  the  Federal 
Energy  Administration,  the  agency 
responsible  for  collecting  reports  of  the 
energy  data  required  by  the  Act,  has 
Informed  the  Commission  of  certain  of 
its  data  needs  relating  to  oil  and  gas 
production. 

FEA  is  currently  engaged  in  a  broad 
project  Involving  financial  reporting  by 
petroleum  companies.  In  connection  with 
this  project,  FEA  is  further  assessing  its 
data  needs  relating  to  oil  and  gas  pro¬ 
duction.  As  those  needs  are  determined, 
FEA  has  indicated  that  it  will  inform  the 
Commission  so  that  they  can  be  con¬ 
sidered  in  relation  to  the  development  of 
accounting  practices  pursuant  to  the  Act. 

Instructions  to  Responders 

The  Commission  requests  that  those 
wishing  to  submit  comments  on  the 
matters  discussed  in  this  release  consider 
the  following : 

1.  In  addition  to  the  Issues  identified 
specifically  in  the  following  discussion, 
responders  are  encouraged  to  identify 
and  comment  on  other  general  and 
specific  issues  which  relate  to  the  Com¬ 
mission’s  responsibilities  under  the  Act. 

2.  The  Commission  is  interested  in 
minimizing,  to  the  extent  possible,  the 
burden  of  reporting  by  fulfilling  the  re¬ 
quirements  of  the  Act  with  information 
being  compiled  by  oil  and  gas  producers 
at  the  present  time.  The  data  to  be  re¬ 
ported  pursuant  to  the  Act  are  similar  in 


many  respects  to  those  currently  being 
reported  to  Federal  agencies  and  else¬ 
where.  In  developing  definitions  and 
guidelines,  the  Commission  wishes  to 
use  existing  practices  where  they  are 
appropriate. 

3.  The  Commission  considers  func¬ 
tional  financial  and  operating  data  as 
necessary  to  assist  Investors  in  evaluating 
the  operations  of  oil  and  gas  producers. 
Evaluations  by  investors  and  by  the 
energy  regulatory  agencies  are  often 
similar;  however,  differences  in  objec¬ 
tives  may  result  in  different  data  needs. 
A  number  of  responders  to  the  FASB 
Discussion  Memorandum  advocated  dis¬ 
closure  in  financial  statements  of  the 
data  described  in  subsection  503(c)  of 
the  Act.  The  Commission  specfically  re¬ 
quests  that  comments  on  the  issues 
presented  in  this  release  discuss  the  data 
in  terms  of  ( 1 )  compiling  these  data  for 
reporting  to  the  Federal  Energy  Admin¬ 
istrator  pursuant  to  the  Act  and  (2)  dis¬ 
closure  of  these  data  in  filings  under  the 
Securities  Acts. 

Matters  for  Public  Comment 

TABULATION  OF  COSTS  BY  CLASSIFICATION 

Part  (1)  of  subsection  503(c)  of  the 
Act  requires  “[tlhe  separate  calculation 
of  capital,  revenue,  and  operating  cost 
information  pertaining  to  (A)  prospect¬ 
ing,  (B)  acquisition,  (C)  exploration, 
(D)  development,  and  (E)  produc¬ 
tion  *  *  Disclosure  of  capital  and 
operating  cost  information  is  discussed 
below  in  this  section  and  disclosure  of 
revenue  Information  is  discussed  in  the 
following  section. 

Reporting  pursuant  to  the  Act  will 
require  disaggregation  of  certain  data 
for  entities  with  vertically  integrated 
operations.  The  FASB  in  its  Statement 
No.  14,  “Financial  Reporting  for  Seg¬ 
ments  of  a  Business  Enterprise,”  did  not 
require  the  disaggregation  of  financial 
data  pertaining  to  the  vertically  inte¬ 
grated  operations  of  an  enterprise.  How¬ 
ever,  the  Commission  considers  certain 
aspects  of  Statement  No.  14  to  be  appro¬ 
priate  for  guidance  in  this  regard,  specifi¬ 
cally,  the  FASB’s  conclusions  expressed 
in  paragraph  79  of  Statement  No.  14 
that  “certain  items  of  revenue  and  ex¬ 
pense  do  not  relate  to  segments  or  cannot 
always  be  allocated  to  segments  on  the 
basis  of  objective  evidence  •  •  *.  Those 
items  are  revenue  earned  at  the  corpo¬ 
rate  level  and  not  derived  from  opera¬ 
tions  of  any  industry  segment,  general 
corporate  expenses,  Interest  expense, 
domestic  and  foreign  income  taxes,  and 
equity  in  Income  or  loss  from  uncon¬ 
solidated  subsidiaries  and  other  uncon¬ 
solidated  investees.” 

For  purposes  of  reporting  capital  and 
expense  cost  data  pursuant  to  the  Act, 
the  Commission  proposes  to  follow  the 
concepts  contained  in  paragraphs  lOd 
and  lOe,  respectively,  of  Statement  No. 
14  relating  to  (1)  operating  expenses  used 
to  determine  operating  profit  or  loss  of 
an  Industry  segment  and  (2)  Identifiable 
assets  of  an  industry  segment.  These 
concepts  are  proposed  to  be  applied  to 
the  exploration,  development  and  pro¬ 
duction  operations  of  an  oil  and  gas  pro¬ 


ducer  as  if  those  operations  were  an 
industry  segment  under  Statement  No. 
14. 

Statement  No.  14  describes  operating 
expenses  as  all  expenses  related  to  both 
revenue  from  sales  to  unafflliated  parties 
and  to  intersegment  sales  or  transfers. 
Operating  expenses  may  include  expenses 
not  directly  traceable  to  an  industry  seg¬ 
ment  but  exclude  the  types  of  expenses 
described  in  paragraph  79  of  Statement 
No.  14,  as  quoted  above.  The  nature  of 
the  expense  rather  than  the  location  of 
its  incurrence  determines  whether  it  is 
an  operating  expense;  accordingly,  some 
expenses  incurred  at  an  interprise’s  cen¬ 
tral  administrative  office  may  not  be 
general  corporate  expenses. 

Costs  of  the  identifiable  assets  of  an 
industry  segment,  according  to  State¬ 
ment  No.  14,  include  those  tangible  and 
intangible  enterprise  assets  that  are  used 
by  the  industry  segment.  Costs  of  assets 
maintained  for  general  corporate  pur¬ 
poses  (i.e.,  those  not  used  in  the  opera¬ 
tions  of  any  industry  segment  >  would 
not  be  allocated  to  the  segment. 

Costs  incurred  in  oil  and  gas  explora¬ 
tion,  development,  and  production  may 
be  reported  as  either  capital  costs  or 
current  period  expenses  depending  on 
the  method  of  accounting  followed  by 
the  entity  incurring  the  expenditures. 
The  FASB  is  considering  how  these  costs 
should  be  reported  in  the  entities'  bal¬ 
ance  sheets,  statements  of  income,  and 
statements  of  changes  in  financial  posi¬ 
tion.  Irrespective  of  the  treatment  of 
these  costs  in  the  basic  financial  state¬ 
ments,  it  has  been  suggested  that  dis¬ 
closure  of  all  costs  by  function  would 
be  beneficial  to  (1)  assist  in  relating 
the  basic  financial  statements  and  sup¬ 
plemental  data  on  reserves  and  oper¬ 
ating  activities,  (2)  present  the  total 
costs  of  exploration,  development  and 
production  activities  classified  by  func¬ 
tion,  and  (3)  indicate  the  nature  and 
volume  of  current  operations.* 

The  Act’s  classification  of  information 
corresponds  with  the  description  in  “ARS 
No.  11”  of  the  five  operational  phases  or 
functions  in  the  process  of  finding  and 
recovering  minerals.  In  the  PASB  Dis¬ 
cussion  Memorandum,  definitions  of  the 
costs  to  be  associated  with  these  five 
phases  were  provided  (see  Appendix  2>. 

Response  to  inquiries  in  the  FASB 
Discussion  Memorandum  indicated  that 
the  descriptions  of  the  five  stages  of 
operations  contained  in  Appendix  2  are 
accurate.  However,  as  identified  in  both 
“ARS  No.  11”  and  in  the  FASB  Discus¬ 
sion  Memorandum  and  as  commented 
on  by  a  number  of  respondents  to  the 
latter,  a  major  problem  in  classifying 
costs  by  the  above  five  stages  is  that 
certain  types  of  costs,  particularly  geo¬ 
logical  and  geophysical  costs,  cannot  be 
distinguished  as  between  prospecting 
and  exploration  except  on  some  arbi¬ 
trary  basis,  such  as  defining  all  costs 
incurred  prior  to  acquiring  ownership 


*  Additional  support  for  such  disclosure  Is 
given  In  Chapter  8  of  “Accounting  Research 
Study  No.  11”  In  support  of  Its  Recommend¬ 
ation  10  and  In  the  FASB’s  Discussion  Memo¬ 
randum,  beginning  with  paragraph  636. 
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rights  as  prospecting  costs.  In  “ARS 
No.  11”  the  five  stages  are  used  to  de¬ 
scribe  the  extractive  process;  however, 
the  disclosure  recommendations  of  “ARS 
No.  11”  are  based  on  the  three  major 
functions. 

The  classification  of  costs  used  most 
commonly  is  based  on  three  major  func¬ 
tions:  (1)  Exploration,  (2)  development 
and  (3)  production.  This  classification 
would  involve  combining  the  prospecting 
(  this  term  is  generally  considered  to  be 
more  applicable  to  mining  than  to  oil 
and  gas  operations) ,  acquisition  and  ex¬ 
ploration  functions  presented  above.  An 
example  of  this  classification,  together 
with  categories  of  costs  incurred  in  the 
basic  functions,  is  used  in  Schedule  1  of 
the  proposed  Federal  Power  Commission 
Form  64,  which,  together  with  its  related 
instructions,  is  included  in  Appendix  3 
for  illustrative  purposes. 

Many  responders  to  the  FASB  Dis¬ 
cussion  Memorandum  stated  that  a  clas¬ 
sification  on  the  basis  of  the  three  major 
functions  would  be  more  meaningful 
than  one  using  the  five  stages  set  forth 
in  the  Act,  since  the  problem  of  costs 
overlapping  functions  could  be  largely 
avoided. 

In  this  connection,  comments  on  the 
following  questions  are  requested: 

(1)  Which  functional  classification 
system  for  cost  data  would  achieve  the 
most  meaningful  presentation? 

(2)  If  classification  by  function  were 
required  according  to  the  five  stages  of 
operations  provided  in  the  Act.  what  spe¬ 
cific  problems  would  be  encountered  in 
reporting  costs  based  on  the  descriptions 
provided  in  Appendix  2?  What  guidelines 
would  be  necessary  to  assure  uniform 
and  reliable  reporting? 

(3)  If  functional  cost  data  were  re¬ 
ported  based  on  a  classification  system 
similar  to  that  presented  in  Appendix  3, 
what  problems  would  be  encountered  in 
compiling  and  reporting  specific  types  of 
costs  by  the  subcategories  presented, 
based  on  the  instructions  provided? 

(4)  Should  the  Commission  follow  the 
operating  expense  and  identifiable  assets 
concepts  from  FASB  Statement  No.  14 
for  purposes  of  reporting  pursuant  to  the 
Act  and  should  operating  profit  or  loss 
(revenues,  as  discussed  in  the  following 
section,  less  operating  expenses)  from 
oil  and  gas  production  should  be  re¬ 
ported? 

(5)  The  instructions  to  FPC  Form  64 
permit,  but  do  not  require,  allocation  to 
major  functions  of  general  and  adminis¬ 
trative  overhead  not  directly  identified 
with  specific  functions.  For  purposes 
of  reporting  costs  related  to  major  func¬ 
tions  pursuant  to  the  Act,  the  Commis¬ 
sion  proposes  that  expenses  be  limited 
to  operating  expenses  as  that  term  is 
used  in  Statement  No.  14.  Should  over¬ 
head  included  in  operating  expenses  but 
not  directly  traceable  to  a  function  be 
allocated  to  specific  functions?  If  so,  ex¬ 
plain  the  need  for  the  allocations  and  the 
basis  for  making  the  allocations. 

(6)  Reporting  of  cost  data  on  a  geo¬ 
graphical  basis  may  be  necessary.  For  in¬ 
stance,  domestic  data  may  be  required 
to  be  divided  between  Alaska  and  the 


lower  48  states,  with  the  latter  further 
divided  between  offshore  and  onshore. 
Foreign  data  may  be  required  to  be  re¬ 
ported  by  country  or  groups  of  countries. 
What  allocation  or  other  problems  would 
be  encountered  if  geographic  reporting 
of  costs  were  required? 

Disclosure  of  Revenues 

A  literal  reading  of  the  Act  would  ap¬ 
pear  to  require  reporting  of  revenue 
classified  on  a  functional  basis  similar  to 
that  for  costs  as  discussed  in  the  im¬ 
mediately  preceding  section.  This  issue 
was  raised  in  the  FASB  Discussion 
Memorandum.  No  practicable  basis  for 
such  an  allocation  of  revenue  has  been 
identified.  Accordingly,  the  Commission 
proposes  to  develop  accounting  practices 
which  would  permit  the  separate  report¬ 
ing  of  revenue  from  production,  includ¬ 
ing  sales  to  outside  parties  and  to  affi¬ 
liates  and  transfers  to  other  petroleum 
operations  in  which  the  producer  may  be 
engaged,  such  as  refining,  chemical  proc¬ 
essing,  or  transportation. 

The  major  problem  in  reporting  these 
revenues  is  the  pricing  of  products  trans¬ 
ferred  to  producers’  other  operations  or 
to  affiliates.  The  most  meaningful  basis 
for  pricing  such  transfers  would  be  the 
price  at  which  the  products  could  be  sold 
at  the  point  of  transfer  in  an  arm’s- 
length  transaction  with  an  unaffiliated 
party. 

Several  recommendations  were  made 
in  response  to  an  inquiry  on  this  matter 
included  in  the  FASB  Disclosure  Memo¬ 
randum,  three  of  which  are  listed  below: 

1.  Transfers  should  be  priced  domes¬ 
tically  on  the  basis  of  field  posted  prices 
for  crude  oil  and  condensate  and  nego¬ 
tiated  purchase  and  sale  contracts  for 
natural  gas.  Foreign  production,  depend¬ 
ing  on  arrangements  governed  by  con¬ 
tract  with  or  through  the  host  govern¬ 
ment,  generally  should  be  equated  to 
free  world  market  prices.  Use  of  market 
prices  to  value  production  is  required 
to  make  settlements  with  royalty  owners 
and  to  pay  production  and  severance 
taxes. 

2.  Transfers  should  be  calculated  us¬ 
ing  an  arm’s-length  value  of  the  oil  and 
gas  based  on  market  conditions,  ad¬ 
justed  to  reflect  such  factors  as  guar¬ 
anteed  prices  resulting  from  contractual 
arrangements  or  limitations  established 
by  law  or  regulatory  agencies. 

3.  A  single  method  should  not  be  spec¬ 
ified  for  pricing  oil  and  gas  production 
transferred  to  other  phases  of  an  entity’s 
operations.  However,  a  conceptual  guide¬ 
line  could  be  established  requiring  com¬ 
panies  to  determine  transfer  prices  as 
though  each  transaction  were  made  in  a 
competitive,  arm’s-length  environment. 
Comments  on  the  following  questions 
regarding  the  pricing  of  transfers  of  oil 
and  gas  are  requested: 

1.  On  what  basis  can  market  prices  be 
estimated  in  those  areas  of  the  world 
where  no  market  transactions  or  sales 
of  products  occur  or  where  ^  quantities 
sold  to  unaffiliated  parties  are  substan¬ 
tially  less  than  the  producer’s  transfers? 

2.  What  other  specific  problems  would 
be  encountered  in  adopting  a  standard 


which  would  require  pricing  of  transfers 
at  estimated  market  value? 

3.  What  guidelines  are  needed  to 
achieve,  to  the  extent  practicable,  uni¬ 
form  reporting  of  revenues  from  pro¬ 
duction? 

Classification  of  Revenue 

Revenue  and  volumes  of  production  are 
reported  in  the  1971  Joint  Association 
Survey 4  using  the  following  classifica¬ 
tions: 

(a)  Crude  oil  and  condensate 

(b)  Natural  gas 

(c)  Plant  product — liquids  recovered 
from  cycling  operations  and/or  under  proc¬ 
essing  type  contracts 

(d)  Royalties 

(e)  Other  lease  revenues 

Instructions  for  classifying  revenue 
in  this  manner  are  included  in  Ap¬ 
pendix  4. 

The  Commission  requests  comments 
on  the  following  questions  relating  to 
reporting  revenue  from  oil  and  gas  by 
type: 

1.  What  specific  problems  would  be 
encountered  in  compiling  and  reporting 
revenues  on  a  basis  similar  to  that  pre¬ 
sented  above?  Is  this  classification  the 
most  meaningful? 

2.  What  guidelines  would  be  necessary 
to  achieve,  to  the  extent  practicable, 
uniform  reporting? 

3.  Would  the  disclosure  of  revenues  by 
type  of  production  (similar  to  the  Joint 
Association  Survey  categories  presented 
above)  be  useful  to  investors  if  disclosed 
in  filings  with  the  Commission? 

Oil  and  Gas  Reserves 

In  May,  1976,  the  Commission  adopted 
amendments  to  certain  registration  and 
annual  report  forms  to  require  disclosure 
of  proved  developed  and  proved  unde¬ 
veloped  net  recoverable  oil  and  gas  re¬ 
serves  by  registrants  where  oil  and  gas 
operations  are  material  to  the  regis¬ 
trant’s  business  operations  or  financial 
position  (see  Securities  Act  Release  No. 
5706  (41  FR  21764)). 

The  definition  of  proved  reserves 
adopted  in  that  release  is  included  in 
Appendix  5. 

The  Act,  in  subsection  503(c),  Part 
(2)  (A),  requires  “disclosure  of  reserves 
and  operating  activities,  both  domestic 
and  foreign,  to  facilitate  evaluation  of 
financial  effort  and  result  *  * 

A  substantial  majority  of  responders 
to  the  FASB  Discussion  Memorandum 
who  advocated  the  disclosure  of  oil  and 
gas  reserves  indicated  that  disclosure 
should  be  limited  to  proved  reserves  and 
some  felt  that  only  proved  developed 
reserves  should  be  disclosed.  The  im¬ 
precision  in  estimating  reserves  other 
than  those  meeting  the  criteria  for 
proved  reserves  and  the  absence  of  es¬ 
tablished  definitions  and  guidelines  for 
estimating  other  than  proved  reserves 


‘  This  survey  is  an  annual  undertaking  to 
collect  data  from  the  petroleum  industry 
through  the  joint  efforts  of  three  oU  and  gas 
industry  trade  associations,  the  American 
Petroleum  Institute,  the  Independent  Pe¬ 
troleum  Association  of  America,  and  the 
Mid-Continent  Oil  and  Oas  Association. 
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were  the  reasons  given  by  those  advocat¬ 
ing  limiting  disclosure  to  proved  reserves 
or  proved  developed  reserves. 

Many  respondents  to  the  FASB  Dis¬ 
cussion  Memorandum  indicated  that  the 
FASB  should  adopt  the  SEC  definition  of 
proved  reserves  for  purposes  of  financial 
reporting.  A  few  indicated  that  the  defi¬ 
nition  of  proved  reserves  contained  in 
Technical  Report  No.  1.  “Definitions  for 
Petroleum  Statistics,”  of  the  American 
Petroleum  Institute  should  be  used 
rather  than  that  of  the  SEC.  The  Com¬ 
mission  views  the  definition  of  proved 
reserves  adopted  in  Securities  Act  Re¬ 
lease  No.  5706  to  be  essentially  the  same 
as  the  API’s  definition,  with  the  Com¬ 
mission’s  definition  expressly  limiting 
estimates  of  reserves  to  those  which  are 
commercially  recoverable  at  current 
prices  and  costs.®  Some  have  indicated 
that  the  Commission’s  definition  was 
worded  in  such  a  manner  which  would 
permit  registrants  to  include  in  esti¬ 
mates  of  proved  reserves  certain 
amounts  in  excess  of  those  which  would 
be  included  using  the  API’s  definition. 
In  the  Commission’s  view,  use  of  either 
the  SEC  or  the  API  definition  of  re¬ 
serves  should  result  in  substantially  the 
same  estimates  of  reserves,  provided  the 
current  price  and  cost  assumption  is 
applied. 

The  Commission  believes  that  dis¬ 
closure  of  changes  in  reserves  on  at  least 
an  annual  basis  is  necessary  to  facilitate 
evaluation  of  financial  effort  and  result. 


4.  Should  changes  in  reserves  be  pre¬ 
sented  separately  for  developed  and  un¬ 
developed  reserves  and/or  for  produc¬ 
ing  and  nonproducing  reserves? 

Operating  Statistics 

As  indicated,  the  Act  provides  for  dis¬ 
closure  of  certain  operating  statistics. 
In  Securities  Act  Release  No.  £706,  the 
Commission  required  the  presentation  of 
certain  operating  statistics,  as  described 
in  Appendix  7. 

Many  responders  to  the  FASB  Discus¬ 
sion  Memorandum  indicated  that  data 
required  in  Securities  Act  Release  No. 
5706  was  sufficient  to  accomplish  the  ob¬ 
jectives  of  the  Act  Others  suggested  ad¬ 
ditions  and/or  reductions  to  these  data. 
In  addition,  the  Commission  has  re¬ 
quested  that  the  consulting  Federal 
agencies  inform  the  Commission  of  their 
needs  for  operating  statistical  informa¬ 
tion. 

The  Commission  solicits  any  comments 
from  those  who  did  not  respond  to  or 
who  wish  to  supplement  their  responses 
to  the  FASB  Discussion  Memorandum 
on  the  disclosure  of  operating  statistics 
needed  to  facilitate  evaluation  of  finan¬ 
cial  information. 

Other  Matters 

Subsection  503(c)  indicates  that  the 
energy  data  base  specified  by  the  Act  is 
also  comprised  of  “tsluch  other  infor¬ 
mation,  projections,  and  relationships  of 
collected  data  as  shall  be  necessary  to 


compile  and  report  the  functional  cost, 
reserve  and  operating  data  on  a  quarter¬ 
ly  basis,  the  Commission  is  interested  in 
receiving  suggestions  on  the  matters  to 
consider  in  developing  such  practices. 
Some  respondents  to  the  FASB  Discus¬ 
sion  Memorandum  indicated  that  it 
would  be  impracticable  to  expend  quar¬ 
terly  reporting  for  operating  data  beyond 
disclosing  significant  changes  in  the  data 
from  that  reported  on  an  annual  basis. 
Comments  are  requested  on  this  point  of 
view  and  how  it  could  be  implemented. 

Reporting  Foreign  Operations 

The  Act  requires  that  all  data  be  re¬ 
ported  treating  domestic  and  foreign 
operations  as  separate  categories.  It  also 
requires  separate  disclosure  of  reserves 
and  operating  activities  and  classifica¬ 
tion  of  financial  information  by  function 
for  domestic  and  foreign  operations. 

In  recent  years,  significant  changes 
have  occurred  in  the  arrangements  under 
which  oil  and  gas  producers  operate  in 
countries  outside  the  United  States. 
Many  producers  which  previously  owned 
equity  interests  in  reserves  or  in  produc¬ 
tion  now  operate  under  long-term  sup¬ 
ply,  purchase,  or  similar  agreements.  Re¬ 
cent  changes  in  the  nature  of  these 
agreements  make  difficult  the  develop¬ 
ment  of  guidelines  for  reporting  pursu¬ 
ant  to  the  Act  and  the  Securities  Acts. 

The  Commission  solicits  comments  on 
criteria  which  would  be  useful  to  dis¬ 
tinguish  the  different  types  of  arrange- 


Several  examples  of  schedules  analyzing 
changes  in  reserve  estimates  were  sug¬ 
gested  in  the  responses  to  the  FASB  Dis¬ 
cussion  Memorandum.  A  proposed  foi|* 
mat  for  such  a  schedule  is  included  nfl 
Appendix  6.  ^ 

Comments  on  the  following  questions 
relating  to  disclosure  of  quantities  of  oil 
and  gas  reserves  are  requested: 

1.  Is  the  definition  of  proved  reserv  es 
adopted  by  the  Commission  in  Securities 
Act  Release  No.  5706  appropriate  for 
purposes  of  reporting  pursuant  to  the 
Act? 

2.  Should  information  on  quantities  of 
oil  and  gas  other  than  estimates  of 
proved  reserves  be  required  for  report¬ 
ing  pursuant  to  the  Act  and/or  dis¬ 
closure  in  filings  with  the  Commission? 
Should  such  disclosure  be  permitted  in 
filings  with  the  Commission?  If  so,  indi¬ 
cate  the  nature  of  the  data  for  such  dis¬ 
closure  and  the  definitions  and  guide¬ 
lines  to  be  used  in  estimating  them. 

3.  Is  the  proposed  format  presented  in 
Appendix  6  for  annual  reporting  of 
changes  in  estimated  reserves  appro¬ 
priate?  Identify  specific  problems  which 
could  be  encountered  in  analyzing 
changes  in  estimates  of  reserves  in  this 
manner. 

e  Current  prices  Include  consideration  of 
changes  In  existing  prices  provided  by  con¬ 
tractual  arrangements,  by  law,  or  by  regula¬ 
tory  agencies,  where  applicable;  and  for 
changes  In  prices  for  gas  to  be  produced  sub¬ 
sequent  to  termination  or  expiration  of  ex¬ 
isting  contracts,  which  latter  prices  should 
be  based  on  current  prices  plus  escalation  for 
Kimtiax  production  subject  to  the  entity’s  or 
other  entities'  recent  contracts. 


facilitate  the  compilation  of  such  data 
base.” 

In  this  regard  the  following  questions, 
derived  from  suggestions  made  by  re¬ 
spondents  to  the  FASB  Discussion 
Memorandum,  are  listed  for  comment: 

1.  When  undeveloped  reserves  are  dis¬ 
closed,  should  disclosure  of  estimated 
future  costs  to  develop  proved  reserves 
be  required? 

2.  Should  disclosure  be  required  of  (1) 
estimated  future  exploration  and  devel¬ 
opment  expenditures  and/or  (2)  esti¬ 
mated  future  quantities  of  production 
from  existing  proved  reserves  together 
with  related  revenue  and  expenses?  If 
so,  for  What  periods? 

3.  Should  there  be  disclosure  regarding 
the  status  of  major  projects  in  progress 
including  expenditures  to  date,  estimated 
expenditures  to  complete,  and  estimated 
expenditures  for  the  next  fiscal  year? 

Quarterly  Reporting 

In  section  505  of  the  Act,  the  Federal 
Energy  Administrator  is  required  to  “file 
quarterly  reports  with  the  President  and 
the  Congress  compiled  from  accounts 
kept  in  accordance  with  (accounting 
practices  developed  pursuant  to)  Section 
503  and  (reports  by  producers)  submitted 
to  the  Administrator  •  • 

The  Commission  solicits  comments  on 
the  current  availability  of  the  data  (in¬ 
cluding  costs,  reserves,  and  operating 
statistics)  discussed  in  the  preceding  sec¬ 
tions  of  this  release  on  a  quarterly  basis 
and  on  specific  problems  which  could  re¬ 
sult  from  quarterly  reporting.  If  account¬ 
ing  practices  In  addition  to  those  devel¬ 
oped  for  annual  reporting  are  needed  to 
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their  foreign  operations  and  on  the  ef¬ 
fects  these  arrangements  would  have  on 
reporting  under  the  Act.  In  particular, 
information  is  requested  on  the  differ¬ 
ences  in  risks  between  operations  in  dif¬ 
ferent  countries  or  areas  of  the  world 
under  equity  and  other  types  of  oper¬ 
ating  arrangements  with  host  countries. 

Proposed  Management’s  Analysis  of  Oil 
and  Gas  Operations 

Many  responders  to  the  FASB  Dis¬ 
cussion  Memorandum  indicated  that  dis¬ 
closure  of  oil  and  gas  reserves,  operating 
statistics,  and  functional  costs  and  fi¬ 
nancial  data  would  be  inherently  mis¬ 
leading  because  of  the  complexities  in¬ 
volved  in  assessing  the  operations  of  pro¬ 
ducers  of  oil  and  gas.  Their  position  was 
based  on  the  inability  to  precisely  relate 
costs  and  changes  in  reserves  on  any 
meaningful  basis  because  of  the  time  lag 
between  incurring  and  knowing  the  re¬ 
sults  of  expenditures  and  because  of  the 
inability  to  associate  unproductive  ex¬ 
ploration  costs  with  specific  reserve  ac¬ 
tivity. 

Many  other  factors  affect  the  assess¬ 
ment  of  operations  of  an  oil  and  gas  pro¬ 
ducer,  including  the  following; 

1.  Uncertainties  in  estimating  quanti¬ 
ties  of  oil  and  gas  result  from  inherent 
imprecislons  In  engineering  techniques 
used  for  estimating  reserves.  Reliability 
of  reserve  estimates  is  also  dependent  on 
the  number  and  relative  size  of  the  pro¬ 
ducers’  properties  (estimates  of  reserves 
by  producers  with  a  large  number  of 
properties  are  likely  to  be  more  accurate 
than  those  with  relatively  large  portions 
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of  their  reserves  concentrated  In  a  small 
number  of  properties) .  In  addition,  the 
risk  of  estimating  errors  is  greater  for 
reserves  determined  using  volumetric 
techniques  compared  with  those  deter¬ 
mined  on  production  data.  Other  factors 
could  be  cited  which  result  in  significant 
uncertainties  in  estimating  reserves  of 
oil  and  gas. 

2.  The  likelihood  of  potential  recover¬ 
able  reserves  from  discoveries  during  the 
year  being  substantially  in  excess  of 
proved  reserves  added  during  the  year 
could  make  presentations  of  proved  re¬ 
serves  and  current  expenditures  not  rep¬ 
resentative  of  current  operations. 

3.  Significant  investments  in  and  plans 
to  undertake  improve  recovery  pro¬ 
grams  could  affect  an  evaluation  of  a 
producer’s  operations. 

4.  Major  changes  in  management  phi¬ 
losophy  regarding  its  exploration  and  de¬ 
velopment  activities  would  be  important 
factors  in  assessing  operations. 

5.  The  effects  of  changing  prices  re¬ 
sulting  from  inflation  and  other  factors, 
the  impact  of  government  regulation, 
and  changes  in  relationships  with  host 
governments  are  other  factors  which 
could  require  consideration  in  evaluat¬ 
ing  supplemental  data. 

Because  of  the  complexities  involved  in 
assessing  financial  effort  and  result  and 
in  attempting  to  correlate  functional 
financial  information  with  reserve  and 
operating  statistics,  as  required  by  the 
Act,  the  Commission  is  considering  re¬ 
quiring  a  narrative  analysis  by  manage¬ 
ment  of  its  oil  and  gas  operations  to 
assist  users  in  interpreting  the  disclo¬ 
sure  of  reserves,  operating  statistics, 
and  functional  cost  and  financial  date. 
This  analysis,  if  required,  is  contem¬ 
plated  to  be  similar  in  concept  to  “Man¬ 
agement’s  Discussion  and  Analysis  of  the 
Summary  of  Earnings”  as  discussed  in 
Accounting  Series  Release  No.  159  (39 
FR  31894). 

Comments  are  requested  on  the  advis¬ 
ability  of  requiring  such  an  analysis 
and  for  suggested  guidelines  to  make  the 
analysis  a  meaningful  technique. 

Use  of  Schedules  of  Oil  and  Gas 

Disclosures  in  Commission  Filings 

The  Commission  is  considering  de¬ 
veloping  schedules  for  disclosure  of  data 
on  oil  and  gas  reserves,  operating  statis¬ 
tics,  and  functional  cost  and  financial 
statement  data  for  use  in  filings  with  the 
Commission.  The  disclosure  of  these 
data  appear  to  be  susceptible  to  presen¬ 
tation  in  schedule  format,  and  the  use 
of  schedules  would  seem  to  facilitate 
uniform  reporting  for  comparative  pur¬ 
poses.  To  attempt  to  minimize  the  bur¬ 
den  of  compliance  for  registrants,  dis¬ 
cussions  have  been  held  with  the  staff 
of  the  Federal  Energy  Administration 
concerning  the  designing  of  schedules  oh 
a  joint  basis.  Conceivably,  Identical  or 
similar  schedules  could  be  used  both  in 
reporting  to  FEA  pursuant  to  the  Act 
and  in  reporting  to  the  Commission  for 
those  data  required  to  be  reported  to 
both  agencies. 

Comments  are  requested  on  the  feasi¬ 
bility  of  (1)  the  Commission’s  prescrib¬ 


ing  schedules  for  disclosure  of  oil  and 
gas  reserves,  operating  statistics,  and 
functional  financial  data  for  inclusion 
in  filings  with  the  Commission,  and  (2) 
the  use  of  identical  or  similar  schedules 
for  reporting  of  such  data  to  the  SEC 
and  to  the  FEA.  Suggested  formats  for 
these  schedules  would  be  welcomed  for 
consideration  by  the  Commission. 

Availability  of  Data  for  Past  Years 

In  “ARS  No.  11,”  the  following  com¬ 
ment  is  made  concerning  disclosure  of 
comparative  data : 

Short-term  effects  can  disguise  long-term 
trends  unless  data  are  given  for  a  relatively 
long  period  of  years.  Mineral  reserve  data 
for  individual  years  or  for  only  a  few  years 
are  not  very  significant  because  many  years 
are  usually  Involved  both  in  realizing  profits 
from  mineral  reserves  and  properties  and  In 
assessing  the  cumulative  effects  of  expendi¬ 
tures.  Comparative  data  for  a  period  of  time 
corresponding  to  the  typical  cycle  from  ex¬ 
ploration  to  production  should  be  given  (say 
10  to  20  years).  The  intent  of  disclosing  re¬ 
serve  and  operating  data  should  be  to  indi¬ 
cate  the  pattern  of  physical  effort  and 
achievement  as  an  aid  to  interpretation  of 
current  financial  reports. 

The  following  questions  are  raised 
concerning  disclosure  of  comparative 
data: 

1.  Is  disclosure  of  financial  and  operating 
information  for  a  relatively  long  period  of 
years  necessary  to  facilitate  evaluation  of 
financial  effort  and  result  and  correlation  of 
financial  information  by  function  with  re¬ 
serve  and  operating  statistics?  If  so,  for  how 
many  years  should  reporting  be  required? 

2.  To  what  extent  are  data  such  as  those 
discussed  in  earlier  sections  of  this  release 
available  in  companies’  records  for  past 
years?  Indicate  the  number  of  past  years  for 
which  such  data  are  available. 

Current  Value  and  Current  Cost  Data 

In  March  1976,  the  Commission 
adopted  in  Accounting  Series  Release  No. 
190  a  new  rule  which  requires  certain 
large,  nonfinancial  registrants  to  disclose 
in  their  financial  statements  filed  with 
the  Commission  information  about  the 
replacement  costs  of  their  inventories 
and  fixed  assets.  In  connection  with  the 
adoption  of  this  rule,  a  one  year  exemp¬ 
tion  was  granted  to  registrants’  mineral 
resource  assets,  i.e.,  those  assets  which 
are  directly  related  to  and  which  derive 
value  for  mineral  reserves.  During  this 
year,  an  independent  research  study 
has  been  sponsored  by  the  American  Pe¬ 
troleum  Institute  to  consider  alternative 
approaches  in  applying  the  replacement 
cost  concept  to  mineral  resource  assets 
in  the  oil  and  gas  industry.  The  Commis¬ 
sion’s  staff  has  recently  received,  and 
is  currently  reviewing,  the  results  of  the 
research  study  together  with  recommen¬ 
dations  of  the  American  Petroleum  In¬ 
stitute.  No  comments  are  being  solicited 
on  the  disclosure  of  current  value  and 
current  cost  data  until  the  evaluation  of 
the  American  Petroleum  Institute' project 
is  completed. 

Comments 

All  comments  on  the  matters  discussed 
in  this  release  should  be  submitted  to 
George  A.  Fitzsimmons,  Secretary,  Se¬ 


curities  and  Exchange  Commission. 
Washington,  D.C.  20649.  All  such  com¬ 
munications  should  refer  to  File  No.  S7- 
708  and  will  be  available  for  public 
inspection. 

George  A.  Fitzsimmons, 

Secretary. 

June  20, 1977. 

Appendix  1 — Sections  503  and  505  of  Title 

V  From  Public  Law  94-163,  Enircy  Polict 

and  Conservation  Act 

accounting  practices 

Sec.  503.  (a)  For  purposes  of  developing  a 
reliable  energy  data  base  related  to  the  pro¬ 
duction  of  crude  oil  and  natural  gas,  the  Se¬ 
curities  and  Exchange  Commission  shall  take 
such  steps  as  may  be  necessary  to  assure  the 
development  and  observance  of  accounting 
practices  to  be  followed  In  the  preparation  of 
accounts  by  persons  engaged,  In  whole  or  in 
part,  In  the  production  of  crude  oil  or 
natural  gas  In  the  United  States.  Such  prac¬ 
tices  shall  be  developed  not  later  than  24 
months  after  the  date  of  enactment  of  this 
Act  and  shall  take  effect  with  respect  to  the 
fiscal  year  of  each  such  person  which  begins 
3  months  after  the  date  on  which  such  prac¬ 
tices  are  prescribed  or  made  effective  under 
authority  of  subsection  (b)(2). 

(b)  In  carrying  out  Its  responslbUltles 
under  subsection  (a),  the  Securities  and  Ex¬ 
change  Commission  shall — 

(1)  Consult  with  the  Federal  Energy  Ad 
ministration,  the  General  Accounting  Office, 
and  the  Federal  Power  Commission  with  re¬ 
spect  to  accounting  practices  to  be  developed 
under  subsection  (a),  and 

(2)  Have  authority  to  prescribe  rules  ap¬ 
plicable  to  persons  engaged  In  the  production 
of  crude  oil  or  natural  gas,  or  make  effective 
by  recognition,  or  by  other  appropriate  means 
indicating  a  determination  to  rely  on,  ac¬ 
counting  practices  developed  by  the  Finan¬ 
cial  Accounting  Standards  Board,  if  the  Se¬ 
curities  and  Exchange  Commission  Is  assured 
that  such  practice  will  be  observed  by  per¬ 
sons  engaged  in  the  production  of  crude  oil 
or  natural  gas  to  the  same  extent  as  would 
result  If  the  Securities  and  Exchange  Com¬ 
mission  had  prescribed  such  practices  by 
rule. 

The  Securities  and  Exchange  Commission 
shall  afford  interested  persons  an 'opportu¬ 
nity  to  submit  written  comment  with  respect 
to  whether  it  should  exercise  Its  discretion 
to  recognize  or  otherwise  rely  on  such  ac¬ 
counting  practice  In  lieu  of  prescribing  such 
practices  by  rule  and  may  extend  the  24 
month  period  referred  to  In  subsection  (a) 
as  it  determines  may  be  necessary  to  allow 
for  a  meaningful  comment  period  with  re¬ 
spect  to  such  determination. 

(c)  The  Securities  and  Exchange  Commis¬ 
sion  shall  assure  that  accounting  practices 
developed  pursuant  to  this  section,  to  the 
greatest  extent  practicable,  permit  the  com¬ 
pilation,  treating  domestic  and  foreign  oper¬ 
ations  as  separate  categories,  of  an  energy 
data  base  consisting  of: 

(1)  The  separate  calculation  of  capital 
revenue,  and  operating  cost  Information  per¬ 
taining  to — 

(A)  Prospecting, 

(B)  Acquisition, 

(C)  Exploration, 

(D)  Development,  and 

(E)  Production, 

including  geological  and  geophysical  costs, 
carrying  costs,  unsuccessful  exploratory 
drill  costs,  Intangible  drilling  and  develop¬ 
ment  costs  on  productive  wells,  the  cost  of 
unsuccessful  development  wells,  and  the 
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cost  of  acquiring  oil  and  gas  reserves  by 
means  other  than  development.  Any  such 
calculation  shall  take  into  account  disposi¬ 
tion  of  capitalized  costs,  contractual  ar¬ 
rangements  Involving  special  conveyance  of 
rights  and  joint  operations,  differences  be¬ 
tween  book  and  tax  Income,  and  prices  used 
in  the  transfer  of  products  or  other  assets 
from  one  person  to  any  other  person,  In¬ 
cluding  a  person  controlled  by  controlling 
or  under  common  control  with  such  person. 

(2)  The  full  presentation  of  the  financial 
information  of  persons  engaged  In  the  pro¬ 
duction  of  crude  oil  or  natural  gas,  lnclud- 

(A)  Dlscldfeure  of  reserves  and  operating 
activities,  both  domestic  and  foreign,  to  fa¬ 
cilitate  evaluation  of  financial  effort  and 
result;  and 

(B)  Classification  of  financial  information 
by  function  to  facilitate  correlation  with  re¬ 
serve  and  operating  statistics,  both  domestic 

and  foreign. 

(3)  Such  other  information,  projections, 
and  relationships  of  collected  data  as  shall 
be  necessary  to  facilitate  the  compilation  of 
such  data  base. 

Amendment  to  Energy  Supply  and  Envi¬ 
ronmental  Coordination  Act  of  1974 

Sec.  505  (a)  Section  11(c)  of  the  Energy 
Supply  and  Environmental  Coordination 
Act  of  1974  is  amended  by  adding  at  the  end 
thereof  the  following: 

“(3)  In  order  to  carry  out  his  responsibili¬ 
ties  under  subsection  (a)  of  this  section, 
the  Federal  Energy  Administrator  shall  re¬ 
quire,  pursuant  to  subsection  (b)(1)(A)  of 
this  section,  that  persons  engaged.  In  whole 
or  in  part.  In  the  production  of  crude  oil  or 
natural  gas — 

“(A)  Keep  energy  information  In  accord¬ 
ance  with  the  accounting  practices  devel¬ 
oped  pursuant  to  section  503  of  the  Energy 
Policy  and  Conservation  Act,  and 

"  (B)  Submit  reports  with  respect  to  energy 
information  kept  in  accordance  with  such 
practices. 

The  Administrator  shall  file  quarterly  re¬ 
ports  with  the  President  and  the  Congress 
compiled  from  accounts  kept  In  accordance 
with  such  section  503  and  submitted  to  the 
Administrator  In  accordance  with  this  para¬ 
graph.  Such  reports  shall  present  energy  in¬ 
formation  in  the  categories  specified  In  sub¬ 
section  (c)  of  such  section  603  to  the  extent 
that  such  Information  shall  be  compiled 
from  such  accounts.  Such  energy  informa¬ 
tion  shall  be  collected  and  such  quarterly 
reports  made  for  each  calendar  quarter 
which  begins  6  months  after  the  date  on 
which  the  accounting  practices  developed 
pursuant  to  such  section  503  are  made  effec¬ 
tive.” 

(b)  The  amendment  made  by  subsection 
(a)  to  section  11(c)  of  the  Energy  Supply 
and  Environmental  Coordination  Act  of  1974 
shall  take  effect  on  the  first  day  of  the  first 
accounting  quarter  to  which  such  practices 
apply. 

Appendix  2 — Definition  of  the  Five  Phases 

in  the  Process  of  Finding  and  Recovering 

Minerals  1 

a.  prospecting  costs 

Direct  and  Indirect  costs  Incurred  to  Iden¬ 
tify  areas  of  Interest  that  may  warrant  de¬ 
tailed  exploration.  Such  costs  Include  those 


1  These  definitions  were  obtained  from  Ap¬ 
pendix  D,  “Glossary  of  Terms.”  of  the  FASB 
Discussion  Memorandum.  An  Analysis  of 
Issues  Related  to  Financial  Accounting  and 
Reporting  In  the  Extractive  Industries,  De¬ 
cember  1976.  References  to  mining  costs  con¬ 
tained  In  the  definitions  presented  In  the 
FASB  Discussion  Memorandum  have  been 
deleted. 
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Incurred  for  the  following:  Topographical, 
geological,  and  geophysical  studies;  rights  of 
access  to  properties  in  order  to  conduct  such 
studies;  salaries,  equipment,  instruments, 
and  supplies  for  geologist,  geophysical  crews, 
and  others  conducting  such  studies;  and 
overhead  that  can  be  Identified  with  these 
activities. 

B.  ACQUISITION  COSTS 

Direct  costs  and  indirect  costs  incurred  to 
acquire  legal  rights  to  wasting  natural  re¬ 
sources.  Direct  costs  include  costs  incurred 
to  obtain  options  to  lease  or  purchase  min¬ 
eral  rights  and  costs  Incurred  for  the  actual 
leasing  (e.g.,  lease  bonuses)  or  purchasing 
of  the  rights.  Indirect  costs  included  such 
costs  as  the  following:  Brokers'  commissions 
and  expenses;  abstract  and  recording  fees: 
filing  and  patenting  fees;  and  costs  of  legal 
examination  of  title  and  documents. 

c.  exploration  costs 

Direct  and  Indirect  costs  incurred  in  order 
to  examine  in  detail  a  specific  area  that 
shows  evidence  of  containing  mineral  re¬ 
serves.  Although  most  exploration  costs  are 
usually  Incurred  after  the  acquisition  stage, 
some  exploration  costs  may  be  incurred  prior 
to  the  acquisition  stage  In  probing  a  specific 
area  of  probable  mineralization  located  in 
the  prospecting  stage.  Exploration  costs  In¬ 
clude,  but  are  not  limited  .to,  the  costs  of 
geological  and  geophysical  studies  and  the 
costs  of  drilling  wells  or  cores.  Exploration 
costs  also  include  the  costs  of  labor,  admin¬ 
istrative  overhead,  depreciation  of  drilling 
equipment,  supplies,  and  some  access  or  sup¬ 
port  facilities,  such  as  housing  for  crews  in 
remote  areas. 

D.  DEVELOPMENT  COSTS 

Direct  and  indirect  costs  Incurred  after  the 
exploration  stage,  in  an  attempt  (whether 
or  not  successful )  to  obtain  access  to  known 
minerals -in-place  and  to  prepare  appropriate 
facilities  for  production.  Development  costs 
Include  the  costs  of  drilling  wells,  and  in¬ 
stalling  or  constructing  roads,  dikes,  and 
field  storage  facilities..  Development  costs 
also  Include  the  costs  Incurred  In  relocating 
public  roads,  gas  lines,  power  lines,  etc , 
required  to  develop  reserves.  Such  explora¬ 
tory  facilities  as  wells  frequently  are  ex¬ 
tended  or  augmented  by  Incurring  additional 
development  costs  during  the  development 
and,  possibly,  production  stages  of  opera¬ 
tions. 

e.  production  costs 

All  direct  and  Indirect  costs  Incurred  to 
physically  extract  oil  and  gas.  Those  Include 
the  following:  royalties  (other  than  those 
that  relate  to  revenue  that  is  excluded  from 
the  producer '8  gross  revenue):  exhaustion 
of  capital  facilities  provided  during  the  ex¬ 
ploration  and  development  phases;  depre¬ 
ciation  of  production  equipment;  mainte¬ 
nance  of  facilities  and  properties,  costs  of 
Improved  recovery  operations;  waste  dis¬ 
posal  costs;  temporary  storage  facility  costs; 
direct  and  Indirect  labor,  supplies,  attendant 
supervisory  and  administrative  overheads: 
and  restoration  costs. 

Appendix  3 — Classification  of  Expendi¬ 
tures  Proposed  FPC  Form  64 

A.  EXPLORATION 

01.  Drilling  and  equipping  exploratory  wells. 
02.  Dry  exploratory  holes. 

03.  Acquiring  undeveloped  acreage. 

04.  Lease  rentals  and  related  expenditures. 
05.  Geological  and  geophysical. 

06.  Contributions  toward  test  wells 

07.  Land  department,  leasing,  and  scouting. 

06.  Other  Including  direct  overhead. 

09.  Total  exploration. 
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B.  DEVELOPMENT 

10.  Drilling  and  equipping  developmental 

wells. 

11.  Dry  developmental  holes. 

12.  Lease  equipment. 

13.  Improved  recovery  programs. 

14.  Other  Including  direct  overhead. 

15.  Total  development. 

c.  rmoDucTioN 

16.  Production  expen ditures. 

17.  Direct  overhead. 

18.  Production  or  severance  taxes. 

19.  Ad  valorem  taxes. 

20.  Total  production. 

D.  C&A  OVERHEAD  NOT  REPORTED  ELSEWHERE 

21.  Allocated  to  exploration. 

22.  Allocated  to  development. 

23.  Allocated  to  production. 

24.  Total  G  &  A  overhead. 

Extracts  of  the  Instructions  for  completing 
Schedule  No.  1  of  FPC  Form  64  follow: 

GENERAL  INSTRUCTIONS 

In  this  schedule,  the  classification  of  ex¬ 
ploratory  and  development  well  expenditure.-; 
should  be  based  on  the  AAPG  well  classifica¬ 
tions  as  follows: 

(1)  Exploratory  wells  which  Include  new 
field  wildcats,  new -pool  wildcats,  deeper -pool 
tests,  shallower-pool  tests,  and  outposts 
(extensions) . 

(2)  Development  wells  which  are  those 
wells  drilled  to  produce  oil  or  gas  from  pools 
discovered  by  previous  drilling. 

Report  only  expenditures  for  your  net 
working  interest,  whether  for  company  oper¬ 
ated  or  non-opera  ted  properties.  Report 
expenditure*  for  dry  holee  as  exploratory  or 
development  on  Line  Nos.  02  or  11  In  ac¬ 
cordance  with  the  above  classification.  Be¬ 
cause  service  wells  do  not  fall  necessarily 
within  any  one  category  of  expenditure?;, 
see  definitions  below  for  Line  Nos  13  and 
14  for  treatment  of  expenditures  for  service 
wells. 

INSTRUCTIONS  FOR  SPECIFIC  ITEMS — DRILLING 

AND  EQUIPPING  EXPLORATORY  WELLS  (IN¬ 
CLUDING  PLATFORM  COSTS)  AND  DRY  HOLES  - 
LINE  NOS.  01  AND  02 

Report  all  expenditures  made  during  the 
report  year  (reduced  by  the  amount  of  out¬ 
side  cash  contributions  such  as  bottom  hole 
or  dry  hole)  for  drilling  exploratory  wells 
which  Include  only  successful  wells  and  dry 
holes  completed  during  the  report  year.  In¬ 
clude:  (a)  Expenditures  for  casing,  tubing, 
and  wellhead  fittings  associated  with  ex¬ 
ploratory  wells;  (b)  expenditures  for  roads 
grading,  etc.;  (c)  expenditures  for  drilling 
platforms:  and  (d)  all  other  expenditures 
Incident  to  exploratory  drilling.  Reduce  co6t 
of  exploratory  dry  holes  by  salvage  of  equip¬ 
ment  capable  of  re-use.  Exclude  all  expendi¬ 
tures  for  equipment  beyond  the  Christmas 
tree  and  expenditures  for  all  downhole 
pumping  and  artificial  lift  equipment  which 
should  be  reported  on  Line  No.  12.  In  addi¬ 
tion,  exclude  all  expenditures  related  to  wells 
still  drilling  or  not  completed  at  the  end  of 
the  report  year. 

ACQUIRING  UNDEVELOPED  ACREAGE — LINE  NO.  03 

Report  expenditures  Incurred  during  the 
year  for  acquiring  undeveloped  acreage  in¬ 
cluding  lease  bonuses,  advance  Initial  rentals 
which  because  of  unusual  circumstances  are 
actually  In  the  nature  of  a  bonus,  and  any 
other  outlays  necessary  to  acquire  leases, 
mineral  rights,  and  fee  lands  Incident  to  oil 
and  gas  exploration.  Exclude  annual  rentals 
and  other  lease-carrying  expenditures  which 
should  be  reported  on  Line  No.  04. 


« 
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LEASE  RENTALS  AND  BELATED  EXPENDITURES — 
LINE  NO.  04 

Report  expenditures  made  during  the  year 
for  lease  rentals  and  other  expenditures  for 
carrying  leases,  such  as  shut-in  royalties  and 
annual  payments.  Omit  land  department, 
leasing,  and  scouting  expenditures,  which 
should  be  reported  on  Line  No.  07. 

GEOLOGICAL  AND  GEOPHYSICAL - LINE  NO.  05 

Report  all  expenditures  for  geological  and 
geophysical  exploration.  Include  expendi¬ 
tures  for  capital  equipment  identifiable  with 
O  &  G  and  for  core  drilling  (such  as  some 
types  of  slim  hole  stratigraphic  tests)  where 
the  intention  in  advance  of  drilling  is  not 
to  complete  the  well  as  a  producing  well, 
and/or  when  such  tests  are  drilled  in  such 
a  manner  that  productive  completion  is  not 
possible. 

CONTRIBUTIONS  TOWARD  TEST  WELLS - LINE 

NO.  06 

Report  all  contributions  toward  test  wells, 
including  dry  hole  money,  bottom  hole 
money,  etc.  Do  not  Include  the  cost  of  acre¬ 
age  contributions. 

LAND  DEPARTMENT,  LEASING,  AND  SCOUTING - 

LINE  NO.  07 

Report  all  land  department,  scouting,  and 
lease  acquisition  expenditures  except  the  ac¬ 
tual  outlays  for  purchase  or  land  leasing 
reported  under  Line  Nos.  03  and  04  above. 

OTHER,  INCLUDING  DIRECT  OVERHEAD - 

LINE  NO.  08 

Report  all  expenditures  not  listed  above, 
which  relate  to  exploration  for  oil  and  gas, 
whether  such  expenditures  are  capitalized 
or  expensed  on  the  books  of  account.  Include 
expenditures  for  exploratory  capital  equip¬ 
ment  constructed  or  purchased,  not  Included 
on  Line  Nos.  01  through  07  above.  Include 
direct  overhead,  especially  at  district  and 
field  levels,  where  such  overhead  can  be 
Identified  with  the  exploratory  function: 
E.g.,  district  supervisory  salaries;  ad  valorem 
taxes  on  non-producing  leases;  and  taxes  on 
buildings  and  equipment  used  for  exploratory 
purposes.  Report  exploration  overhead  costs 
which  cannot  be  directly  identified  with  ex¬ 
ploratory  activities  undertaken  during  the 
year  on  Line  No.  21. 

DRILLING  AND  EQUIPMENT  DEVELOPMENT  WELLS 

(INCLUDING  PLATFO&M  COSTS)  AND  DRY 

HOLES — LINE  NOS.  10  AND  11 

Report  all  expenditures  made  during  the 
report  year  for  drilling  development  wells 
which  Include  only  successful  wells  and  dry 
holes  completed  during  the  report  year.  In¬ 
clude:  (a)  Expenditures  for  casing,  tubing, 
and  wellhead  fittings  associated  with  de¬ 
velopment  wells;  (b)  expenditures  for  roads, 
grading,  etc.;  (c)  expenditures  for  drilling 
platforms;  and  all  expenditures  incident  to 
development  drilling.  Exclude  all  expendi¬ 
tures  for  equipment  beyond  the  Christmas 
tree  and  all  expenditures  for  downhole 
pumping  and  artificial  lift  equipment  which 
should  be  reported  on  Line  No.  12.  In  addi¬ 
tion,  exclude  all  expenditures  related  to  wells 
still  drilling  or  not  completed  at  the  end  of 
the  report  year. 

LEASE  EQUIPMENT — LINE  NO.  12 

Report  all  lease  equipment  expenditures 
beyond  the  Christmas  tree  installation,  in¬ 
cluding  flow  lines,  flow  tanks,  field  separators, 
heater-treaters,  and  related  field  facilities. 
Include  expenditures  for  all  normal  pumping 
and  other  artificial  life  equipment,  including 
downhole  installations  required  for  primary 
production. 
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FLUID  INJECTION  AND  IMPROVED  RECOVERY 
PROGRAMS — LINE  NO.  13 

Fluid  injection  and  improved  recovery  pro¬ 
grams  Include  gas  injection,  water  injection, 
steam  injection,  miscible  phase,  in  situ 
combustion,  etc.,  associated  with  oil  and  gas 
production.  Report  expenditures  for  procur¬ 
ing  and' installing  all  facilities  and  for  drill¬ 
ing  service  wells,  or  converting  existing  wells 
to  service  wells,  associated  with  such  pro¬ 
grams.  Facilities  should  Include  pumps, 
compressors,  engines,  tankage,  gathering  and 
injection  lines,  treating  facilities,  special 
downhole  and  surface  equipment,  etc.  Service 
wells  Include  wells  used  for  gas  injection, 
water  injection,  steam  Injection,  air  injec¬ 
tion,  and  water  supply  for  injection.  Do  not 
include  expenditures  for  observation  wells, 
salt  water  disposal  wells,  water  supply  wells, 
or  other  wells  required  for  primary  produc¬ 
tion  operations  which  should  be  reported  on 
Line  No.  14. 

OTHER,  INCLUDING  DIRECT  OVERHEAD- 
LINE  NO.  14 

Report  all  other  development  expenditures, 
including  such  items  as:  Access  facilities  to 
district  installations  (as  opposed  to  individ¬ 
ual  wells)  such  as  roads,  bridges,  canals, 
and  other  Improvements;  camp  and  district 
facilities;  fuel  gas  systems;  observation  wells, 
salt  water  disposal  wells,  and  water  supply 
wells  other  than  reported  on  Line  No.  13; 
directly  assignable  overhead  expenditures; 
and  expenditures  for  capital  equipment  used 
for  development  not  otherwise  accounted  for. 
Exclude  expenditures  for  equipment  and 
buildings  used  by  personnel  engaged  in  gen¬ 
eral  producing  and  administrative  activities 
as  distinguished  from  development  opera¬ 
tions. 

Report  overhead  expenditures  which  can¬ 
not  be  directly  identified  with  development 
activities  during  the  year  on  Line  No.  22. 

PRODUCTION  EXPENDITURES  AND  DIRECT 
OVERHEAD - LINE  NOS.  16  AND  17 

Report  lifting  expenditures  and  all  other 
expenditures  which  are  directly  applicable  to 
the  production  of  oil  and  gas,  as  distinguished 
from  exploratory  and  development  activities. 
Include  expenditures  for:  Labor;  supervision 
in  the  field;  repair  and  maintenance  includ¬ 
ing  workovers;  production  platforms;  fuel; 
power  and  water;  small  tools  and  supplies; 
cost  of  treating  oil;  teaming  and  trucking; 
Insurance;  taxes  (not  Including  production 
and  ad  valorem  taxes,  and  federal  and  state 
Income  taxes) ;  balling,  shooting,  fracturing, 
and  acidizing,  when  not  part  of  original  com¬ 
pletion  work;  abandonments;  and  expendi¬ 
tures  for  maintaining  field  offices.  Include 
direct  overhead,  especially  at  district  and 
field  levels,  where  such  overhead  can  be 
directly  identified  with  the  production  func¬ 
tion.  Do  not  include  expenditures  applicable 
to  gas  processing  plants  or  gas  systems. 

PRODUCTION  OR  SEVERANCE  TAXES — LINE  NO.  18 

Report  here  the  total  payments  for  produc¬ 
tion  or  severance  taxes  to  state  and  local  gov¬ 
ernments.  Do  not  reduce  the  value  of  crude 
oil  and  natural  gas  produced  at  the  wellhead 
by  such  amounts. 

AD  VALOREM  TAXES - LINE  NO.  19 

Report  expenditures  for  ad  valorem  taxes 
on  producing  properties  or  equipment  there¬ 
on,  buildings,  lease  or  field  facilities,  and 
other  property  used  in  production  operations. 
Exclude:  Ad  valorem  taxes  on  undeveloped 
properties  and  property  taxes  on  buildings 
and  equipment  used  for  exploratory  pur¬ 
poses,  which  should  be  included  on  Line  No. 
08;  ad  valorem  taxes  on  office  buildings  or 
other  facilities  used  for  general  and  admlnis- 


« 


tratlve  purposes,  which  should  be  included 
on  Line  Nos.  21-24  to  the  extent  that  they  are 
applicable  to  the  operations  covered  by  this 
report. 

GENERAL  AND  ADMINISTRATIVE  OVERHEAD  NOT 

REPORTED  ELSEWHERE - LINE  NOS.  21 

THROUGH  24 

Report  all  general  operating  and  adminis¬ 
trative  expenditures  above  the  field  level, 
which  are  applicable  to  exploration,  develop¬ 
ment,  and  production  activities,  excluding 
only  those  items  which  have  been  directly 
classified  on  Line  Nos.  08,  14  and  17.  Include 
salaries  and  office  expenditures  and  “depre¬ 
ciation  charges”  for  office  buildings,  etc. 

If  engaged  in  activities  other  than  the  pro¬ 
duction  of  oil  and  gas,  Include  under  this 
heading  only  that  portion  of  general  and  ad¬ 
ministrative  expenditures  allocable  to  the  oil 
and  gas  exploration  and  production  depart¬ 
ments.  Do  not  Include  interest  on  investment 
or  state  and  federal  Income  taxes. 

General  and  administrative  overhead  re¬ 
ported  in  total  on  Line  No.  24  may  be  dis¬ 
tributed  to  exploration.  Line  No.  21,  devel¬ 
opment,  Line  No.  22,  and  production  Line  No. 
23,  in  accordance  with  company  practice.  If 
allocations  are  not  customarily  made,  report 
under  Line  No.  24. 

Appendix  4 

INSTRUCTIONS  FOR  CLASSIFYING  REVENUE  BY 
TYPE 

The  following  are  instructions  for  report¬ 
ing  revenues  classified  by  type  in  the  JAS 
Survey: 1 

CRUDE  OIL  AND  LEASE  CONDENSATE : 

Report  the  net  company  working  Interest 
In  crude  oil  and  lease  condensate  produced. 
The  volume  should  be  the  net  company  work¬ 
ing  Interest  in  liquids  produced  from  all  wells 
in  which  all  or  part  of  the  working  Interest 
is  owned.  Including  unitized  projects.  The 
volume  reported  should  not  Include  liquid 
products  derived  from  gas  processed  under 
casinghead  or  percentage  type  contracts, 
from  cycling  operations  and/or  under  proc¬ 
essing  type  contracts. 

The  value  reported  should  be  the  amount 
of  revenue  credited  to  the  lease  (after  roy¬ 
alty  payments,  production  payment  disburse¬ 
ments,  and  net  profit  disbursements.  Do  not 
include  the  lease  sales  value  of  liquid  prod¬ 
ucts  derived  from  gas  processed  under  a  cas¬ 
inghead  or  percentage  type  contract,  which 
is  to  be  reported  as  natural  gas  sales  or  from 
cycling  operations  and/or  under  processing 
type  contracts  which  is  to  be  reported  as 
natural  gas  sales  or  plant  product  sales,  de¬ 
pending  on  the  basis  recorded  in  company 
accounts.  Do  not  deduct  production  or  sev¬ 
erance  taxes  since  these  should  be  reported 
as  expenditures. 

NATURAL  GAS  SALES 

Volume — Report  the  volume  of  net  com¬ 
pany  working  Interest  in  gas  produced  from 
oil  and  gas  wells,  and  subsequently  sold,  in¬ 
cluding  : 

(1)  The  volume  of  gas  delivered  to  re¬ 
spondent's  own  gas  processing  plants  or  gas 
systems.  For  cycling  operations  and/or  under 
processing  type  contracts,  if  the  sale  of  resi¬ 
due  gas  and  liquid  products  is  recorded  on  a 
separate  basds,  report  only  the  leases’  share  of 


1  These  guidelines  were  extracted  from  the 
1975  Joint  Association  Survey,  an  annual 
undertaking  to  collect  data  from  the  petro¬ 
leum  Industry  through  the  Joint  efforts  of 
three  oil  and  gas  associations,  the  Ameri¬ 
can  Petroleum  Institute,  the  Independent 
Petroleum  Association  of  America,  and  the 
Mid-Continent  Oil  and  Gas  Association. 
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the  net  company  working  Interest  in  residue 
gas  sold  by  the  plant.  If  recorded  on  a  raw 
gas  basis,  as  under  a  casinghead  contract, 
report  the  net  working  Interest  raw  gas  vol¬ 
ume. 

(2)  The  volume  of  gas  used  In  drilling  or 
producing  operations,  If  the  value  of  such 
gas  Is  credited  to  lease  revenue  with  a  cor¬ 
responding  charge  to  lease  operations. 

EXCLUDE  THE  FOLLOWING 

(1)  The  volume  of  residue  gas  Bold  (or 
returned  for  lease  operations)  where  such 
residue  gas  (or  proceeds  therefrom)  repre¬ 
sents  all  or  part  of  the  consideration  re¬ 
ceived  from  the  'sale  of  casinghead  gas,  as 
under  a  casinghead  or  percentage  type  gas 
contract.  (The  Inclusion  of  residue  gas  vol¬ 
ume  would  amount  to  duplication,  since 
residue  volume  Is  Included  In  the  volume  of 
raw  gas  sold  to  the  gas  processing  plant.) 

(2)  The  volume  of  gas  returned  to  the  pro¬ 
ducing  reservoir. 

The  volumes  reported  should  be  at  the 
pressure  base  reflected  In  the  accounts  of  the 
reporting  producers,  and  such  volumes  need 
not  be  adjusted  to  any  uniform  pressure 
base,  such  as  14.65  pel.  However,  indicate  the 
pressure  base  used. 

Value — The  value  of  net  company  wovking 
Interest  In  gas  produced  from  oil  and  gas 
wells  and  credited  to  lease  revenues  should 
Include: 

(1)  Revenue  received  from  sale  of  gas. 
This  value  should  Include  (a)  the  revenue 
derived  from  the  sale  of  liquids  and  residue 
gas  extracted  from  gas  processed  under 
casinghead  or  percentage  type  contracts,  and 
(b)  the  revenue  received  from  the  sale  of 
residue  gas  from  cycling  operations  or  under 
processing  type  contracts  if  so  recorded  In 
company  accounts.  If  recorded  on  a  raw  gas 
basis,  report  the  revenue  from  both  residue 
gas  and  liquids. 

(2)  The  value  of  gas  delivered  to  respond¬ 
ent’s  own  gas  processing  plants  or  gas  sys¬ 
tems  which  Is  credited  to  the  lease. 

(3)  The  value  of  gas  used  In  drilling  or 
producing  operations,  including  residue  gas 
returned  from  plants.  If  the  value  of  such  gas 
Is  credited  to  lease  revenue  with  a  corre¬ 
sponding  charge  to  operations. 

leases'  share  of  liquids  recovered  from 

CYCLING  OPERATIONS  AND 'OR  UNDER  PROCESS¬ 
ING  TYPE  CONTRACTS 

Report  the  leases'  share  of  the  net  com¬ 
pany  working  Interest  In  the  volume  and 
value  of  liquids  recovered  from  cycling  opera¬ 
tions  and/or  under  processing  type  con¬ 
tracts,  If  recorded  separately  on  company 
records.  If  not  separated,  report  the  volume 
and  value  of  the  leases’  share  of  liquids  sold 
from  such  operations  (on  a  raw  gas  basis)  as 
natural  gas  sales. 

OIL  AND  GAS  ROYALTY  REVENUE 

Report  oil  and  gas  revenue  from  royalties 
owned  plus  revenue  from  oil  payment  Inter¬ 
ests  received,  net  profit  Interests  received, 

etc. 

OTHER  LEASE  REVENUES  FROM  PRODUCING 

OPERATIONS 

Report  any  other  lease  revenues  strictly  in¬ 
cidental  to  oil  and  gas  operations;  such  as 
equipment  rentals;  receipts  from  services 
performed  for  others;  sales  of  water  or  steam; 
etc.  Do  not  Include  revenue  attributable  to 
operations  of  gas  processing  plants  or  gas 
systems,  or  receipts  from  sale  of  assets,  pro¬ 
ducing  properties,  etc.  Do  not  include  revenue 
applicable  to  mined  sulfur,  oil,  shale, 
uranium,  or  other  mineral  operations. 


Appendix  5— Definition  of  Proved  Oil  and 

Gas  Reserves  Prom  Securities  Act  Release 

5706 

The  following  definition  of  proved  reserves 
Is  Included  In  Securities  Act  Release  No.  6706 
(41  PR  21764]: 

Estimates  of  future  recoverable  oil  and  gas 
shall  be  limited  to  proved  developed  and 
proved  undeveloped  future  net  recoverable 
reserves.  For  purposes  of  this  Instruction 
"proved  reserves”  are  defined  to  be  those 
quantities  of  crude  oil,  natural  gas,  and  nat¬ 
ural  gas  liquids  which,  upon  analysis  of 
geologic  and  engineering  data,  appear  with 
reasonable  certainty  to  be  recoverable  In  the 
future  from  known  oil  and  gas  reservoirs 
under  existing  economic  and  operating  con¬ 
ditions.  Proved  reserves  are  limited  to  those 
quantities  of  oil  and  gas  which  can  be  ex¬ 
pected.  with  little  doubt,  to  be  recoverable 
commercially  at  current  prices  and  costs,  un¬ 
der  existing  regulatory  practices  and  with 
existing  conventional  equipment  and  operat¬ 
ing  methods.  Depending  upon  their  status 
of  development,  such  proved  reserves  shall 
be  subdivided  Into  the  following  classifi¬ 
cation: 

(a)  Proved  Developed  Reserves.  These  are 
proved  reserves  which  can  be  expected  to  be 
recovered  through  existing  wells  with  exist¬ 
ing  equipment  and  operating  methods.  This 
classification  shall  Include: 

(I)  Proved  Developed  Producing  Reserves. 
These  are  proved  developed  reserves  which 
are  expected  to  be  produced  from  existing 
completion  lnterval(s)  now  open  for  produc¬ 
tion  In  existing  wells;  and 

(II)  Proved  Developed  Non-Producing  Re¬ 
serves.  These  are  proved  developed  reserves 
which  exist  behind  the  casing  of  existing 
wells,  or  at  minor  depths  below  the  present 
bottom  of  such  wells,  which  are  expected  to 
be  produced  through  these  wells  in  the  pre¬ 
dictable  future,  where  the  cost  of  making 
such  oil  and  gas  available  for  production 
should  be  relatively  small  compared  to  the 
cost  of  a  new  well. 

Additional  oil  and  gas  expected  to  be  ob¬ 
tained  through  the  application  of  fluid  injec¬ 
tion  or  other  Improved  recovery  techniques 
for  supplementing  the  natural  forces  and 
mechanisms  of  primary  recovery  should  be 
Included  as  “Proved  Developed  Reserves'' 
only  after  testing  by  a  pilot  project  or  after 
the  operation  of  an  Installed  program  has 
confirmed  through  production  response  that 
increased  recovery  will  be  achieved. 

(b)  Proved  Undeveloped  Reserves.  These 
are  proved  reserves  which  are  expected  to  be 
recovered  from  new  wells  on  undrilled  acre¬ 
age  or  from  existing  wells  where  a  relatively 
major  expenditure  Is  required  for  recomple¬ 
tion.  Reserves  on  undr  11  led  acreage  shall  be 
limited  to  those  drilling  units  offsetting  pro¬ 
ductive  units,  which  are  reasonably  certain 
of  production  when  drilled.  Proved  reserves 
for  other  undrilled  units  can  be  claimed  only 
where  It  can  be  demonstrated  with  certainty 
that  there  is  continuity  of  production  from 
the  existing  productive  formation. 

Under  no  circumstances  should  estimates 
for  proved  undeveloped  reserves  be  attribut¬ 
able  to  any  acreage  for  which  an  application 
of  fluid  Injunction  or  other  Improved  re¬ 
covery  technique  Is  contemplated,  unless 
such  techniques  have  been  proved  effective 
by  actual  tests  in  the  area  and  In  the  same 
reservoir.  If  warranted,  however,  a  narrative 
discussion  can  be  provided  to  point  out  those 
areas  where  future  drilling  or  other  opera¬ 
tions  may  develop  oil  and  gas  production 
which  at  the  time  of  filing  Is  considered  too 
uncertain  to  be  expressed  as  numerical  esti¬ 
mates  for  proved  reserves. 


The  reserves  disclosed  in  SEC  filings  must 
be  reported  by  “appropriate  geographic 
area(s),  such  as  by  continent  or  by  country, 
except  that  United  States  reserves  shall  be 
shown  separately.”  As  to  foreign  reserves,  the 
following  is  provided : 

(a)  Consideration  should  be  given  to  the 
effect  on  ownership  of  reserves  of  any  take¬ 
over  or  nationalization  by  foreign  govern¬ 
ments  of  properties  owned  by  the  registrant. 
Including  any  possible  change  of  a  property 
Interest  Into  a  long-term  supply,  purchase, 
or  similar  agreement. 

<b)  The  amounts  of  oil  and  gas  subject  to 
purchase  under  long-term  supply,  purchase 
or  similar  agreements  with  foreign  govern¬ 
ments  or  authorities  should  be  disclosed 
separately  •  •  *  when  such  agreements  cover 
all  or  part  of  the  registrant's  reserves  under 
a  previous  equity  Interest,  or  when  the  regis¬ 
trant  has  invested  monies  In  foreign  pros¬ 
pects.  or  has  some  special  arrangement. 

(c)  When  any  foreign  government  restricts 
the  disclosure  of  estimated  reserves  for 
properties  under  their  governmental  au¬ 
thority,  or  amounts  under  long-term  supply, 
purchase,  or  similar  agreements  to  be  dis¬ 
closed  pfirsuant  to  (|(b)  above]),  the  regis¬ 
trant  need  not  disclose  such  estimates  or 
amounts  but  should  Identify  the  country  and 
state  that  the  reported  reserve  estimates  or 
amounts  do  not  include  figures  for  the  named 
country. 

Appendix  6. — Schedule  of  Annual  Changes 
in  Estimates  of  Proved  Reserves 

An  example  of  the  lines  of  a  schedule  an¬ 
alyzing  changes  In  estimates  of  reserve  Is 
presented  below : 

ESTIMATE - BEGINNING  OF  YEAR 

Revisions  to  previous  estimate 

ESTIMATE - BEGINNING  OF  THE  YEAR,  AS 

ADJUSTED 

Additions: 

New  reserves  discovered  In  new  fields 

Extensions  of  old  reservoirs 

New  reserves  discovered  In  new  reservoirs  in 
old  fields 

Reserves  added  through  Improved  recovery 
techniques 

Purchases  of  recoverable  reserves 
Deductions : 

Production 

Sales  of  recoverable  reserves 

ESTIMATE - END  OF  YEAR 

The  following  definitions'  would  apply: 

1  Revisions  to  previous  estimates— changes 
in  earlier  estimates,  either  upward  or  down¬ 
ward.  resulting  from  new  Information  (ex¬ 
cept  from  an  Increase  in  proved  acreage)  ob¬ 
tained  from  development  drilling  and  pro¬ 
duction  history. 

2.  New  reserves  discovered  In  new  fields — 
proved  reserves  credited  to  new  fields  as  the 
result  of  successful  exploratory  drilling  and 
associated  development  drilling  during  the 
current  year. 

3.  Extensions  of  old  reservoirs — Increases 
In  estimates  resulting  from  the  drilling  of 
wells  in  years  subsequent  to  the  discovery 
of  a  reservoir  which  add  to  the  proved  area  of 
previously  discovered  reservoirs. 


1  The  general  source  of  these  definitions  Is 
Reserves  of  Crude  Oil,  Natural  Oas  Liquids, 
and  Natural  Oae  In  the  United  States  and 
Canada  as  of  December  31,  1975.  This  publi¬ 
cation  Is  Issued  annually  by  the  American 
Petroleum  Institute,  the  American  Gas  As¬ 
sociation,  and  the  Canadian  Petroleum  As¬ 
sociation. 
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4.  New  reserves  discovered  in  new  reser¬ 
voirs  in  old  fields — proved  reserves  credited 
to  new  reservoirs  in  old  fields  as  the  result 
of  successful  exploratory  drilling  and  asso¬ 
ciated  development  drilling  during  the  cur¬ 
rent  year. 

5.  Reserves  added  through  improved  recov¬ 
ery  techniques — proved  reserves  added 
through  any  method  for  supplementing  nat¬ 
ural  reservoir  forces  and  energy,  or  other¬ 
wise  increasing  ultimate  recovery  from  a 
reservoir. 

Separate  presentation  would  be  required  for 
quantities  of  liquid  hydrocarbons  (crude  oil 
and  natural  gas  liquids)  and  natural  gas. 
Some  have  suggested  that  separate  report¬ 


ing  be  required  for  crude  oil,  condensate, 
and  other  natural  gas  liquids. 

Appendix  7. — Operating  Statistics 

In  Securities  Act  Release  No.  5706  (41  FR 
21764),  the  Commission  required  registrants 
with  significant  oil  and  gas  operations  to 
disclose  the  following  operating  statistics: 

1.  Net  oil  and  gas  production  for  oil  in 
barrels  and  gas  in  MCF  for  each  of  the  last 
five  years,  by  areas  no  larger  than  the  geo¬ 
graphic  areas  used  for  estimated  reserves. 

2.  Total  gross  and  net  productive  wells, 
expressed  separately  for  oil  and  for  gas,  and 
the  total  gross  and  net  producing  areas. 

3.  The  availability  of  oil  and  gas  from  the 
present  reserve  or  contract  supply  for  at 


least  one  year  from  the  ‘‘as  of”  date  of  the 
reserve  estimate. 

4.  As  of  a  reasonably  current  date,  the 
amounts  of  undeveloped  acreage,  both  leases 
and  concessions,  if  any,  expressed  in  both 
gross  and  net  acres  by  state,  country,  or 
other  appropriate  geographic  area,  together 
with  an  indication  of  acreage  concentrations, 
and,  where  material,  the  minimum  remain¬ 
ing  terms  of  leases  and  concessions. 

5.  Present  activities,  such  as  the  number 
of  wells  in  process  of  drilling,  waterfloods  In 
process  of  Installation,  pressure  maintenance 
operations,  and  any  other  related  operations 
of  material  importance. 

[FR  Doc.77-18252  Filed  6-28-77;8:45  am] 
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